




















































































































































































































adjusted for inflation. Details of these caJculations are prov:ded m AppendIx B.

Capltated Funding After One Year. GIven the assumptIOns outlined above Iegarding the

rate at WhICh vacancies could be reduced, an FMR-based formula system supplemented by

backlog modermzation funding would yield a smaJl increase m fundmg levels relatIve to the

baselme after one year of operatIon. As shown by Table 3 47, totaJ federaJ fundmg for PHA

_operatIons and modermzatIon would stIll be almost I pelcent lower after one year of operatIOn

than under the current PFS and CGP formula system. More specifically, at the outset the

capitated system yIelds lower federal payments than the CUlrent PFS and CGP formulas (see

"baseline difference" column in Table 3.47), but expected reductions m vacancy rates (mcreases

m the numbel of households served) under the capitated system would raise federaJ spendmg

after one year from $4.4 bIllIOn to $4.8 billIon. In fact, the total number of households lIving

in publIc housmg would mcrease by about 20,900 in the fIrst year, gIven our assumptions about

reductions in vacancy rates by PHAs.

Medium sIzed PHAs would contlnue to expenence the bIggest fundmg gams, WIth

capitated fundmg levels about 27 percent hIgher than under the current system. Extra large PHAs

would faJl short of estimated fundmg under the current system by about $ I95 mIllIOn, or 9

percent of their projected funding under the current system. Large PHAs would lose $ I 9 mIllion

(2 percent), and smaJ] PHAs would gam $19 millIon (2 percent).

RegIOnaJ dIfferences follow the ~ame pattern as observed in the baselme year simulatIons

for capItated formula C2. PHAs in the West would contInue to expenence the greatest mCIeases

in funding under the caprtated payment system, WIth fundmg gams of 70 percent for extra large

agenCIes, 52 percent for large agenCIes, 87 percent for medIUm SIzed agencies, and 13 percent

for smaJ] agenCIes. In contrast, PHA~ m the Central region generally receIve less funding even

after one year under the capitated system than they would under the eXIStIng PFS and CGP

system. Northeastern PHAs in the extra large and large SIze categone~ would aJso faJ] short after

a year of capitated fundmg. OveraJl, PHAs m the West would see gams of 55 percent while

those of the South would realize only a 3 percent increase, and Northeastern and Central PHAs

would expenence fundmg losses of IO and '14'percent, respectIvely

Table 3 48 indicates how many PHAs would receIve fundmg below current formula levels

after one year under a caprtated system, and how many would exceed current formula levels.
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Table 3.47
TOTAL FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES

BY PHA SIZE AND REGION

FMR-Based Payment Formula Mter One Year

PROJECTED PROJECTED PERCENT DIFFERENCE
CAPITATED PFS + CGP
FORMULA" FUNDING DIFFERENCE CURRENT BASELINE"

(mubons) (mullon,) (mubon,)

E~tra·Large PHA, si.lJB S2,iOa ($[9$) (KSo/0 (11.6%)

Northeast 9Sl> 1,125 (137) (12i%) (14.,%)
South 4:>7 450 (13) (2.9%) (7.1%)
Central 4n 5% (113) (.21.Z%) (i4.[%)
West, 16f> !Ill 58 ';9.7% 65.0%

Large PHAs -SLIM S1,l64 ($19) (J..1%) (6.6%)

Northeast 269 330 (61) (1l>.6%) (23.l>%)
South 4'l(l 467 S 0.7% (3.a%)
Central 134 2i1 (37) (16.S'!.) (21.1$%)
West 221 145 7fJ 52.3% 4&.0'1&

Medium PHAs $73\l $5&2 $157 26.9% 1115%

Northeast 1<5 12'1 1fJ 12.1% 56%
South 1154 2W 44 20.9% 15.6%
Central 152 142 10 • 6.1l% 1.4%
West la9 101 8S SIi.<.% 82.011'

Small PHA, $900 $&&1 Mil 11.2% (3.:>%)

Northeast 154 142 12 8.}% :>7%
South 443 437 <. 14% W/.%)
Central lW 200 (12) (5.8%) (12.2%)
West )!4 11ll 13 12.6% 7.911'

Total PHA, $4.797 ~4,g36 ($39) (0.8%) (4.9%)

Northeast 1,5$6 1,7;IT {l71) (9.9%) (1~.0%)

South 1404 "':'64 4(} Z.h% (2.$%)
Central 941> 1,09a (152) (1:>.9%) (lM%)
West 6n 446. 245 549% 503%

~ Capltated payments replace operatmg and accrual moderrnzatIon fulldmg, backlog moderrnzatlOll fulldmg allocated by CGP
_. From Table 3 38
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Table 3.48
DISTRIDUTION OF PHAs BY PERCENT CHANGE IN FEDERAL PAYMENTS

BY PHA SIZE

FMR-Based Payment FOlmula After One Year'

LOSS OF LOSS LOSS GAIN/ GAIN GAIN GAIN OF
MORE OF OF LOSS OF OF MORE

PHA SIZE THAN 25% 25·11% 10·6% +/·5% 6 ·10% 11·25% THAN 25% TOTAL

Extra-Large PHAs (} S 1 4 3 23
(N)

Lmge PHAs 35 13 7 15 19 37 lSI
(N)

\D
MedIUm PHAs 45 31 15 19 10 SO U5 265

~

(N)

Small PHAs 1,067 S51 115 195 lls :2~ 795 :2,8;;4
(N)

All PHAs 1.l53 39& 138 233 106 275 950 3,253
(N)

i' Capltated payments replace operatmg and accrual modernlzatlon fundmg; backlog modernlzatlon fundmg allocated by CGP.



Although most PHAs would receive Increased funding as a result of vacancy reducuons expected

dunng the frrst year of a capltated system, more than half would still fall at least 5 percent below

therr cunent funding levels. Specifically, after a year under a capitated system, 1,689 PHAs

would fall more than 5 pelcent below esUmated funding levels fOI the cutrent system, while

1,331 would end up more than 5 percent above Cut rent fOlmula levels.

Aftel one year undel a capltated funding system, annual pel umt fedelal funding for

pubhc hOUSing would average approximately $3,751 -- $31 less than pledlcted under the CutTent

fOlmula system.2
' As shown In Table 349, the only slgmficant losels would be exUa latge and

latge PHAs In the NO! theast and Central reglOn~. PHAs In these categones would receive

applOxlmately 12 to 21 percent less per umt after a year under a capltated system than under the

current f(llmula system. The effect of PHA size on WlnnelS and losers continues to strongly

Influence the leglOnal funding distributIOn The West largely benefits With a mimmal Increase

for the South and a dechne for both the Northeast and CenualleglOns.

Capitated FundlnR After Five Years The simulatIOns of capttated funding outcomes after

five years are based upon farrly optimlsuc assumpuons regat'dlng the rate at which PHAs Will

be able to bnng vacant hOUSing umt~ back Into full occupancy, Incleaslng the numbel of

households served, and correspondingly, Incleaslng fedelal funding levels. Given these

assumptIOns (whtch InClease the number of households hVlng In pubhc hOUSing by about 51,400),

the ~lffiulaUons suggest that aftel five yeats, an FMR-based formula system supplemented by

backlog mode1l11zatlOn funding would yield total funding levels 10 percent above esumated levels

for the current PFS and CGP system. As Illustrated In Table 3 50, total fedelal funding fOI PHA

operations and mode1l11zauon would reach $6.1 btlhon under the capltated system, compated to

estimated funding levels of $5.6 bllhon under the cunent PFS and CGP system. PHAs In almost

every size category and geographic regIOn would receive more funding after five yeats of

capltated payments than under the exisung system. The only excepuons are latge and exu'a lat'ge

PHAs In the NOltheast and Central leglOn~, which would sUll fall sholt of plOJected funding

under the current system by 4 to II percent RegIOnal funding patte1l1s follow these findings as

23 It IS Important to note that these results are reported on a per umt baSls Smce the capltated system IS expected to reduce vacanCIes
(thereby mcreasmg the number of households served), and SlDce It proVides fundmg on a per household basIS, the fundmg avatlable for
a fixed number of umts mcreases
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Table 3.49
AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AGENCIES

BY PHA SIZE AND REGION

FMR-Based Payment Formula Mter One Year

PROJECTED PROJECTED PERCENT DIFFERENCE
CAPITATED PFS + CGP
FORMULA', FUNDING DIFFERENCE CURRENT BASELINE""

Extra-Large PHAs $4,841 $5,317 (M1{)} (S8.%) (11.6%)

Northeast 4,65.3 529& (&15) (121%) (l4,1%)
Soulb 4A4S 4,57& (US) (2.9%) t7.1~,)

Central 5,115 €.5<:t! (1,376) (21.2%, (i4J0/,,)
West 7,441 4.385 3,056 69;[% 65.a%-

Large PHAs $3,594 $3,M5 ($61) {1.7<f,,) (6,6%)

Northeast :UOO 4.054 (754) (18Jl%) (23 8%)
~outb 3,42:) 3,M(l 2'} 0.7% ('\8%)
Central 1,%0 3,5&4 (604) (1.$.&%) (1ZS%)
West 5,7&3 3,791> 1,9S7 52.3% 4&J}%

MedIUm PHAs $M1>3 $2J181 S;!n 2:6,9'% 215%

Northeast },210 2,S6} 341 12.1% 5,6%-
South 3,150 1,1>88 561 W$% 15.1,%
Central 3,2:92 3.082 209 />$% 1.4%
West 5,81S 3,1l9 ~;;99 &1>.1>11> 82:,Ojl,

Small PHAs $2:,62:3 $2,567 $56 2.2% (3,3%)

Northeast 2:,769 2;551> 2M 8.3% 33%
South 2;,544 2508 0;6 1-4% :(4,2%)
Central 2,213 2..148 (B6) (5.l~%) (12.2%)
West 4mS o;,li2.\ 457 12(>% 79%

Total !,HAs S3351 SS,782: (,~31) {WW.} (4,9%)

Northeast 3,943 4,376 (4Jil) (9,9%) (13,(l%)
South 3,290 .3,208 82 2,6% (2.3%)
Central ,}.456 3,989 (:55'3) (13.9%, W!.4%)
West .5,7j}0; 3<6S" 2,(}21 54,9% 50$%

): Capltated payments replace operattng and accrual moderruzatIon fundmg, backlog modernIzatton fundmg allocated by CGP
):J: From Table 3 38
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Table 3.50
TOTAL FEDERA.L PAYMENTS TO PUBLIC HOUSING AGENCIES

BY PHA SIZE AND REGION

FMR-Based Payment Formula Mter FIve Years

PROJECTED PROJECTED PERCENT DIFFERENCE
CAPITATED PFS+ CGP
FORMULA' FUNDING DIFFERENCE CURRENT BASELINE""

(millions) (mIllions) (mIlbons)

Extra-Large PHAs $:<,%1 $2,554 31 0.3% (U.6%)

Northeast 1.237 1$01 (fi5) ($.O%) (14.1%)
South ~m .';21 55 10.5% (7.1%)
Central $51 ilia (~a) (10,9%) (241%)
West '. 198 113 3S 14.1% 65-0%

Large PHAs Sl,470 $1,346 $124 9.2% (6.6%)

Northeast 356 S82 (16) (6.9%) (21.&%)
South 60(} .';4(l 60 H.:1% O.l;')1<)
Central ;Mil :156 (9) (.3.6%) (n.ll%)
West 267 16& 99 59.0% 4&·0%

MedIUm PHAs $929 $674 $256 38.0% :11.5%

Northeast 1&7 ISO 37 24.7% 5.6%
South m 24l! 7S ':in% 15.6%
Central 1~ 164 29 ]/.6% 1.4%
West 229 tl1 112 95.7% 82.0%

Small PHAs $1,I7il $1,(119 S157 t..'i.4% (3.3%)

Northeast 203 165 38 232% 3.7%
South 571 505 n 14.1% (4,2:%)
Central 251 323 19 &.3% (12.Z'ii»
West 1.46 tl1 Z8 240% 1.9%

Total PHAs $6,D6 $5,592 $544 9.1% (4.9%)

Northeast 1.9&2 1,99& (16) (il.8%) (liL'l%)
South 2.013 I,SO& 265 14.6% (2.3%)
Central 1,241 1;210 (29) (7:.3%) (1&.4%)
West 840 516 324 62$% sO.Mi,

* CapItated payments replace operatIng and accrual moderDlzatlOn fundmg. backlog moderDlzatIon fundmg allocated by CGP
...... From Table 3 38
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the Northeast and Central regions lose mlllimal fundmg whIle the South' and West show moderate

and substannal gams, respecnvely.

Table 3.51 presents the number of PHAs that would receive fundmg below current levels

after fIve years under a capltated system, and the number that would exceed current funding

levels. Most PHAs would continue to receIve mCleased fundmg as a result of vacancy reductlOns

assumed to be achIeved over fIve years of a capitated system, and as a result, sllghtly more than

half (52 percent) would receIve at least 5 percent more fundmg Dom the federal government than

under the current formula system. In fact, over half of PHAs m every SIze category would

benefit under thIS system, assuming that they were able to achIeve steady vacancy reducnons.

After five years of a capltated fundmg system, avelage annual federal fundmg per unit
. .

of pubhc housmg would be approxImately $4,798 -- $425 above the average esnmated under the

current formula system As shown m Table 3.52, every category of PHAs would expenence

higher per unit funding levels, except extra large and large agencIes m the NO! theas!"and Ct;ntral

reglOm. PHA. size no longer appears to be a sigmficant detelminant of relanve outcomes,

although PHAs m the West continue to fare better relanve to the status' quo "than PHAs lI! any
" -,

other reglOn. Fundmg per unit for Northeastern and Central PHAs would declme by I and:2

percent, respecnvely. Southern and Western PHAs would show a 15 and 63 percent increase,

respectlVely. Again, these regional findings generally reflect the effect of PHA SIze.
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Table 3.51
DISTRIBUTION OF PHAs BY PERCENT CHANGE IN FEDERAL PAYMENTS

BYPHA SIZE

FMR-Based Payment Fonnula After FIVe Years'

LOSS OF LOSS LOSS GAIN/ GAIN GAIN GAIN OF
MORE OF OF LOSS OF OF MORE

PHA SIZE THAN 25% 25 - 11% 10 - 6% +/- 5% 6 -10% 11 ·25% THAN 25% TOTAL

Extra-Large PHAs 1 3 5 43
(N)

Large PHAs 20 17 5 14 7 ;2{) 4ll IS(
(N)

- MedIUmPHAs 27 13 1~ 10 140 2650- (N)

Small PHAs 178 110 :nS m :291 1,{)1O 2,834
(N)

All PHAs 2:30 33~ 130 271 130 350 1.21B 3,253
(N)

• Capltated payments replace operaltng and accrual modermzalton fundmg, backlog modernlzalton fundmg allocated by CGP.



Table 3 52
AVERAGE PER UNIT FEDERAL PAYMENTS TO PUBLIC HOUSING AUTHORITIES

BY PHA SIZE AND REGION

FMR-Based Payment Formula After FIve Years

PROJECTED PROJECTED PERCENT DIFFERENCE
CAPITATED PFS+ CGP
FORMULA' FUNDING DIFFERENCE CURRENT BASELINE"

E\':tra~Large PHAs S6,({);$ ${).l4& $i6 #.3% (11.6%)

Northeast 5,822 6,in ('305) (5"%, (14.1%)
<:;outh .5,850 5,294 555 HL'l% {7.1%»
Central M95 1,51& (:82<3) (10.9%) (24.t%)
West 8.857 5,071 3,.786 74,7% 65.0%

Large PHA, $4,lU6, $4,227 $3S\} 9'2% (6,6%)

Northeast 4,%5 4,688 (323-1 ( t>.<)')'o} (23,8%)
South 4,384 3.943 441 H.2fI? (3.S%i
Central 3.994- 4,14$ (15!) {,3.6%) (2:1-.(;%)
West 6,1110 4,310 2,590 5!W% 43.0%>

Medmm PHAs $4,006 $3,338 $1,268 38.0% 215%

Northeast 4,129 3SH 817 24.7% 5.6%
South 4,108 3,10& 1,000 ..2,1-% 1$6%
Central 4,194 3,564 629 17.6% 1.4%
West 7,f/S7 S,6.07 3,450 5t'>-7% 82.0W'

Small PHAs $3,426 $2,96l' $45& 154% (H%)

Northeast 3.'64:2 2,9~ 6&6 23,2% U%
Soutb :uti 2,900 4H 142% (4,z%)
Central 2,940 2.716 225 33% (122%)
West 5,192 4,181 400',; 240% 79%

Total PHAs $4,798 M,373 $4'2.'1 9,7% (4,9%)

Northeast 5,ill0 5,060 (40) {{Wi&} 0'1.0%)
South 4,252 '!i.7os; 543 144% (2,3%)
Central 4,508 4,613 (105) (23%) (IM%)
West 6,!iSS 4,25& 2-,674 t\Z,$.% SO.~%

4= Capltated payments replace operatmg and accru3J moderlllzatJ.on fundmg, backlog moderlllzatlOn fundmg allocated by CGP
*'" From Table 3 38
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4. FEASIBILITY AND IMPACTS OF A CAPITATED PAYMENT SYSTEM

The financial simulations reported m Chapter 3 provide estimates of the Impacts of

alternative capitated payment schemes on the distnbution of federal funding among PHAs. ThiS

chapter builds upon these results to explore some of the Implementation issues posed by a

prospective, capitated system for fundmg public housmg. To do so, we have drawn upon the

opinions of knowledgeable individuals m the field of pubhc housmg about the apphcability and

possible Impacts of a prospective, capltated fundmg system. Thirteen experts on PHA

management and fundmg -- mcluding tluee PHA dllectors, four HUD officIals, three pubhc

housmg advocates, and thlee PHA management consultants -- were mtervlewed about the pros

and cons of a system that funded PHA~ m advance fOl antiCIpated operatmg and modellllZation

co~t~, and that based payment levels on the number and chwactemtics of hou~eholds served

rather than on the number and chw'actenstics of housmg umts m a PHA's mventOlY These

mtervlews explored the capacity of PHAs to reduce vacancy rates and to balance operatmg and

modermzatlOn needs, the mcentives HUD mIght provide to promote better quality public housmg

selVices, and the apphcability of various opeJating cost standards to the public housing

envllonment.24

Overall Impacts

Congress' mandate that HUD conduct an analySIS of prospective, capltated funding

alternatives Ieflects concerns that the PFS may not be workmg effectively Issues of fundmg

adequacy and PHA effiCiency were reviewed m Chapter 2 of this report, but, m addItion, our

selective sample of PHA experts were asked to Identify problems w!th the PFS that should be

addressed by alternatIve fundmg systems

The pnmmy problem CIted by most of the Iespondent~ IS that the baselme PFS estImates

of the cost of opelatIng a well managed PHA are out of date, and that the PFS has not evolved

to account for major changes m the pubhc housing tenant population and in the operatmg

24
Responses to the expert mtemews are synthesIzed here, to proVlde an oveIVlew of the range of assessments and opmlOos that were

expressed, specIfic responses are not attnbuted to partIcular mdlvlduals
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enVIronment. For example, respondents Cited problems of crime, drugs, and security that have

substantially mcreased costs for PHAs but that have not been balanced by mcreased funding

because these factors are not well lepresented m the PFS One respondent characterized this

problem as being "locked in time." In addition, several respondents indicated that the baselme

data for PFS were faulty for some PHAs, so that fundmg levels were never adequate, even before

conditions began changmg

For respondents whose primary concern is that the operating environment for PHAs has

changed radically since baseline costs were computed, adjusting subSidy levels to reflect actual

costs IS the highest pnority for reforms to the eXisting fundmg system. Regardless of whether

payments are made on the baSIS of households served or housing Ullits under management, new

baselme data are needed to reflect the costs Of public housmg operations. In addition, these

respondents recommended that HUD should be mOle receptive to claIms by PHAs that some

costs they mcur are beyond theIr control, and less reluctant to adjust payment levels when there

is compelling leason to do so. It was suggested that a systematic review mechanism or fonnal

appeals process would be appropriate to help resolve cases III which PHAs believe that a fOlmula

provides Illadequate resources.

Other respondents expressed concerns about Illcentives for effiCiency under the PFS. One

Illdlcated that under the existing fonnula system, PHAs have no incentive to save money, collect

rents, or aggreSSively market theIr Ullits. Another suggested that there was'a defllllte need to

cUitail payment of subSidies for vacant Ulllts, III order to encourage PHAs to achieve higher

occupancy rates III theIr Illventones. However, only one of the respondents saw the prospective,

capitated payment concept as a solution to the problems of the current system This IlldlVldual

argued that under a capitated system PHAs would start to operate like traditional pnvate sector

management, delivering housmg services more effiCiently. Other respondents, however,

explessed a preference for incremental Improvements to the PFS rather than replacmg it With an'

entirely new fundmg system. One of the pnmary reasons given for retalllmg the existing system

was that a capltated approach would not work unless very good management was m place, and

that many PHAs would not be able to handle the fleXibility such a system offered because

capltated fundmg would not change attitudes enough to produce strategic planning.
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Although the PFS is in many respects a prospectIve payment system, It does allow some

after-the-fact reImbUlsement fOl actual costs. A capitated payment system mIght be Implemented

m essentIally t~e same way as the PFS; WIth federal payment levels estimated at the begmning

of the year, and wIth lImited opport!Jmties for adjustments at year end AlternatIvely, under an

FMR-based system lIke those analyzed m Chapter 3, a PHA mIght be allocated the modermzation

component of its federal subsidy at the start of the year, while the capitated portion of the,

payment was plOvi,ded monthly on the basis of households m occupancy. In othel words, FMR

based p~yments for publIc housmg would be mOle comparable to subSIdy payments to pnvate

landlords' under, the Section.8 CertIfIcate and Voucher programs. , ", ,

Respondents were asked to identify the advantages and dIsadvantages of a fully

prospective fundmg system, in whIch no after:the-fact adjustments fOl actual operating costs were

prOVIded by HUD. In general, respondents were hIghly skeptical of such a system, pnmmly

because of utIlIty costs. UtIlity costs, which represent a very large. cost Item m some PHAs, are

dIfficult to predIct and me not eaSIly controlled by management Buildmgs that are centrally

metered prOVIde lIttle opportumty for conservatIon measures, and utIlIty costs sometimes nse

precIpltou~lyand WIthout warnmg As a result, seveIalIespondents felt that a purely prospective

payment system would have a devastatmg effect-for some :pHAs.

Several respondents pomted out that PHAs me completely dependent on the fedelal

government for the funds needed to operate ,and mmntmn publIc housmg; they have no other

major resources to make up the dIfference If HUD funding falls short of actual expendItures.

One respondent made this pomt by mdICatIng that If PHAs could not obtaIn reImbursement for

actual cost~ incurred, they.would have to reduce or postpone serVIces to make up the difference.

And another respondent argued that pnvate landlords have equity mvestors WIth out~Ide resources

to draw upon If they face· short-term cash flow problems, but that PHAs do not have anyone but

the federal government to perform thIS function.

Capital Improvements

If all federal funding for publIc housmg operations and modermzatIOn were combined mto

a smgle, undIffeIentIated federal payment, PHAs would have to make thel!' own allocation

deCISIOns about appropnate levels of spendmg fOI opelations, IoutIne maintenance, ongomg
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capItal improvements, and moderlllzatIon of dIlapIdated or obsolete properties. Respondents wele

asked whether thIs would result m better public housmg quality, and whether they thought PHAs

had the capacIty to make strategic trade-offs between short-term and long-term spendmg options.

Most respondents argued that HUD should retam a separate fundmg allocatIon for

moderlllzatIon, or at least for the backlog portIon of modernIzatIOn. They felt that, at the natIonal

level, foldmg modernizatIon and operatIng funds together would ultImately result iIi a reductIon

of overall funding levels SImilarly, several respondents said that at the mdlvldual PHA level,

funds for modermzatIon should be kept separate so that they are not "eaten up" by mevltable

mcreases m operatIng cost~. Some respondent~ felt that, although backlog modernIzatIon fundmg

should definitely be kept separate, once a PHA had all It~ umt~ up to standard conditIon, it

. should be required to establish a replacement reserve and fund thIs reserve out of its legular

subSIdy payment.

Most respondents mdlcated that if PHAs were gIven more latItude about resource

allocatIOns, they would spend more on annual umt mspectIons and follow-up, deferred

mamtenance, and vacancy prepaIatIon, and would probably spend less for major capital

Improvements Some mdicated that they would perform more preventive maintenance to reduce

costs in the long run, but others expressed concern that short-term operatIng problems that are

underfunded (such as secunty and drug elImmation) would "suck money out of modernIzatIon

lesources."

Almost all the respondents expressed doubts about the capacIty of PHAs to plan and

pnOlltIze effectIvely. One lespondent argued that planmng for routIne mamtenance versus capital

ImplOvements requlfes a long-term perspectIve that Executive Dlfectors and Boards typIcally do

not have; another respondent claimed that the natural tendenoy of PHAs IS not to plan, even If

forced to; and a thlfd charactenzed most PHAs as being poor managers, statIng that people

running PHAs are not suffiCIently qualIfied to make good deCISIOns about shOlt-term versus long~

term spendmg trade-offs.

As discussed earlier m thIS report, a capltated fundmg system for publIc housmg could

contInue to make payments for backlog modernization needs (or for all modernIzatIon needs) on

the basIS of the physical attrIbutes of a PHA's mventory, while subsidIes for operatIng costs

would be prOVIded on a capitated basis. Respondents expressed great uncertaInty about how

106



major capItal improvements would be fmanced by PHAs IT they receIved all fundmg in a smgle

stieam of monthly payments from HUD rather than separate allocatIOns fm operatmg expenses

and modernization costs. For PHAs wIth sigmficant backlogs of modernIzation needs, this could

be a major problem, since large amounts of fundmg are required to undertake comprehensIve

work. If the backlog modernization needs were funded ~eparately, however, the problem of

financing capitallmprovement~ would be mOle manageable.

Occupancy Incentives

The concept of a capitated fundmg system leflects the potion, ~~\\t it IS mefflclent to

provIde PHAs :with operating subsidIes for umt~ that me not occupIed. Such a system would

Cleate strong mcentives to mcrease the number of units that were occupIed, but for the~e

mcentives to be effective, the payment system also has to provIde the fmandal resources to

achieve increased occupancy. In general, respondents felt that a system which created financIal

penalties for vacant umts would cause housmg agencIes to place a hIgher pnonty on vacancy

management and turnoyer to stabilize therr mcome sh"eam However, not all PHAs would be

successful in reducing vacancy rates, particularly If therr vacancies were the lesult of market

condItIOns rather than management practIces.

Most respondents agreed that a fundmg system that made no payment whatsoever for

vacant umts would make It ImpOSSIble to moderllize publIc housmg, and that the result would

be a senous decline m publIc housing conditIOns WIthout mOdelTI1ZatIOn funds, vacant umts

would remam vacant, wIth no way to restore them to reasonable condlt1on. Respondents argued

strongly that It takes money to leduce vacanCIes, and that PHAs should get thIS money unless It

1~ clem' that vacant umts should be removed from use A system that contrnued to provIde, ,

funding for backlog modenuzation .on the baSIS of per unit needs, m conjunction WIth capltated

payment~ for operating costs and accrual modernIzation needs, could provide both the mcentives

and the resources to mcrease occupancy. In fact, as Illustrated by the "future sImulations"

presented in Chapter 3, PHAs that mcreased the number of occupIed umts gradually would

experience mcreases in fundmg levels under such a system, because of the mcreased number of

households served
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Not all vacancIes are the result of modernIzatIOn needs. Some are simply vacant because

the PHA IS slow In pwpanng them fOl new occupants and In rentlllg them. Others are vacant

because there IS no longer sufficient demand 'for them.25 Examples of this problem Include

pubhc housing eldelly umts, parncularly In commumties where a large volume of Secnon 202

housing for the elderly was developed after the iJUbhc housing was built. Several respondents

Indicated that PHAs should not be penalized for market problems of thIs type, unless there was

a mechamsm for retinng umts that were no longer in demand However, It seems wasteful to

connnue subsIdizing umts that me not In demand; a capitated payment system would encourage

PHAs to market vacant units more aggressIvely, convert them so that they match the

chm'actelistics of households In need of affordable hOUSing, or develop a plan for letinng them

from use.

Most respondents also argued that even when Ii umt IS tempolm1ly vacant; there are costs

as~ocJated WIth It, and that PHAs should receIve some funding for mmntmmng and opelatlng

vacanCIes, even If at a leduced level. Adjustments to the capitated fundlllg concept could be

responsive to tills concern, including parnal subSIdy payments for vacant umt~, full payments for

a hmited number of vacancies, or full payments for a limited duration.

VariatIOns In Public Housing Costs '

As discussed In Chapter 3, any formula system for esnmatlng applOpnate payment levels

to PHA~ must rely on benchmarks of reasonable costs to dehver decent qua1Jty housing to pubhc

housmg resIdents. Using hlstoncal data from PHAs themselves IS problemanc because PHA

expendItures have been governed for so long by the PFS, that hlstoncal data IS more hkely to

reflect how much funding has been aVailable rather than how much IS actually needed for

effiCIent management. We asked respondents for therr assessments of two altermitive sources of

data that ffi1ght selve as benchmarks for PHA operanng cost~ -- operatlllg cost~ m pnvately

owned mulufmmly proJects, and the Farr Market Rents (FMRs) paId to pllvate landlords who rent

eXlstmg umts to HUD subSIdIzed households.

25 For data on the reasons for vacancles ill publtc housmg, see U S (leneral AceountlOg Office, Public HQusmg Vacant leS and the
Related Impact ofBUD's Proposal to Redu£c Operatmg SubSIdIes WashIngton, DC US General Accountmg Office 1985
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Several respondents felt that no dlfect compansons With operatmg costs for pnvate

mUltJfamJly projects would be appropriate. They argued that very few costs are sllmlar for PHAs

and private property owners, descnbmg these two types of housing as "entirely different worlds."

Other respondents, however, expressed the opposite View, suggestmg that pnvate sector operating

costs would reflect local costs well, and woulq be better than the current system.

The prospect of usmg FMR.~ as a benchmark fOI pubhc housmg costs also elicited mixed

reacnons. Several lespondents had the same reacnon to FMRs that they did to pnvate

multlfamJly operatmg cost~ -- namely that there .are too many differences between pubhc housing

an" the pnvate rental market. Some respondent~ thought that, at least in principle, FMRs would

be workable once p,l,lbhc housing umts were modermzedl but that FMRs would not be adequate

(or fau) for PHAs with significant backlog modermzanon needs. In addition, there was some

concern that FMRs are not always set to reflect actual market conditions properly, and that FMRs

might not adequately cover utlhty costs dunng penods when they me mCleasmg rapidly

Because of the widely expressed view that neither pnvate multifamily operating costs nor

FMRs fully leflect the costs confronting PHAs, we asked respondents to be specific about the

plOject charactensncs, resident attributes, and otJ;1er factOls that make It so difficult and costly. .
to operate public housmg. On thiS questIOn, there was qUIte Widespread consensus. Not all

lespondents named the same factors, but there wele no conn-adlctory views expressed Pubhc

housmg project characteristics that Increase operanng cost~ Include older buJldmgs that have not

been modemlzed, projects lequmng energy Improvement~, mcludmg bUlldmgs without mdlvldual

metenng for utihties; family high rise buildings -- particulm'ly those with elevators, and those

With very high populanon denSities; three-story walkups with unsecured hallways; and other

bU)ldmgs with senous deSign flaws.

Respondents also expressed widespread agreement about resident charactensncs that raise

the cost of operating public housmg. In particulm', housmg dehvery cost~ m'e thought to be

hlghel for large families with many childJen, especially if the chJldren m'e teenagers, or IT the

families are headed by young smgle mothels; for overcrowded households; for families with

SOCial problems, such as substance abuse; and for disabled or handicapped mdlViduals, including

the very frail elderly.
,.
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In addltlon, respondents cited a number of envIronmental conditIOns that raise the costs

of delivering publIc housmg, and that are very dIffICult -- If not ImpOSSIble -- for a PHA to

control. These condItIons mclude cnme and vandalIsm In publIc hOUSIng, or in the ImmedIate

VICInIty; drug use and sales In and around a publIc housmg proJect; Inadequate selVIce provisIOn

by local government; and SOCIal serVIce needs of public hOUSIng resIdents, WhICh -- accordIng to

one respondent -- publIc hOUSIng agencies must addless "by default." Respondent~ also

IndIcated that HUD's admInistrative Iequirements, and changing demands on publIc hOUSIng to

perfonn new functions (such as lead based paInt abatement) make public housing management

mOle costly than the pnvate sectol. On the opposite sIde, howeveI, two respondent~ ciitICIzed

PHAs for having excessIvely large management staffs, for paYIng hIgh salanes, and for plOVIdIng

exceS~Ive employee beneflt~, all of which inflate the cost of publIc hOUSIng unnecessanly.

A capitated payment system supplemented by funding for backlog modemlzation needs

(or for total modermzation needs) would address some, but not all of these concems. Under

such a system, PHAs would contInue to, receive modermzation funding to Ieparr and renovate

older bUIldIngs that a.re in poor condItIOn, or that reqUIre replacement of major systems, as well

as bUIldIngs wIth senous desIgn flaws. Moreover, under the FMR-based approach analyzed In. '

thIS report, PHAs would receIve more operatIng fundIng for larger famIlIes than for small

famIlIes or for indIviduals. However, an FMR-based fundIng system would not reflect hIgher

costs that might be assocIated WIth particular buildIng types (such as elevator bUIldIngs or three

story walkups), it would not prOVIde additIonal resources for the types of reSIdents that have hIgh

serVIce needs (troubled famIlies, frarl elderly, and disabled), and It would not prOVIde resource~

for secunty costs. Some of these concerns could be addressed by a more fully specIfied capitated

payment system, If Ieliable data were avaIlable to estImate the Incremental costs of servhlg

dIfferent types of households or if HUD,'s subSIdies fOI the prOVIsIOn of hOUSIng servIces were,

explICItly supplemented by fundIng for SOCIal servIces and project secunty ,

Currently, some PHAs are expenencIng sigmflcant finanCIal and management plOblems,

and are In a fInanCIally distI'essed or troubled conditIon. It may not be appropnate to,

automatically Include these PHAs in a capltated payment system, WIthout expliCItly addiessIng

therr immedmte fInancial problems., If a capitated payment formula were under senous

con~Idelation for nnplementation, Its implIcatIons for financially distIessed PHAs should be
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carefully evaluated. It IS possible tbat tbese PHAs might fare better under a new formula,

particularly if they expenence costs that are not well represented m the PFS formula but that are

included m a capitated formula. On the other hand, It IS also possible that PHAs tbat are

sevelely dlsuessed need short-term fmanclal and techmcal ass1stance to lesolve tbeil accumulated

problems before they can be expected to operate successfully undel any natIOnWide fOlIDula

system

Monitoring and OualIty Control

A capitated payment system has the potenual to create suong mcentives for PHAs to

mcrease tbe numbel of theil' umts tbat are occupied, and reduce the dUlatlOn of vacancies. In

plinclple, tlus would enable the pubhc housmg program to serve more households within tbe

constramts of Its exisung mventOlY of umts. However, a capltated system of subSidy payments

cannot guarantee that tbe quality of housing services dehvered to pubhc housing residents will

be adequate. Momtonng and quality control would remam Just as slgmflcant an issue under a

capltated payment system as under the CUllent system.

Quality control 1S also an Issue where plOspectlve and capltated payment systems have

been Implemented in health care. An ImpOltant dlffelence between hospitals that lecelve

Medicare payments and PHAs that lecelve HUD subSidies IS that Medicare pauents can chose

any hospital, while public housmg leSldents lose theil subSidy If tbey deCide to move away This

suggests tbat one way to heighten quality control m pubhc housmg IS to give tbe recipients of

services (the pubhc housmg reSidents) more control over the disposition of fundmg. Under a

capltated payment fOlIDula, tbere is a wide range of ways m which such a concept could be

1Illplemented. The most modest approach would requlfe that pubhc housmg residents be

represented on declSlon-makmg bodies that determine how fundmg would be allocated between

opelaung and modelmzation pliontles, and how modelmzation funds would be utilized.

Most of tbe public housmg expel ts we interviewed argued for a limited reSident role of

tblS kmd. For example, several suggested tbat reSidents should be represented on deciSIOn

making boards or consulted by decisIOn makers, but tbat reSidents should not have veto power

ovel spendmg and mvestment deciSIOns Others suggested that'they should be kept informed,

but that tenant mvolvement in declSlon-makmg might encourage shOl t telID lemedJes rathel than
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strategic long tenn plann1Og. One respondent suggested that resIdents would have to be educated

to particIpate effecuvely 10 the decisIOn-making process.

A more radIcal approach would grant public hous1Og resIdents the authonty to wIthhold

the capitated payments HUD makes on their behalf If the qUalIty of theIr housmg was inadequate.

LIke pnvate sector tenants who call a rent strike, public housmg Iesidents could have their

capItated payments held 10 escrow unul they were satIsfied WIth hous1Og condluons Such a

scheme would wreak havoc WIth PHA planning for modernization If all funding were mcluded

in the capitated payments, but If at least backlog modermzatIOn funding were prOVIded separately,

tenant control over the release of capItated payments for operaung costs could create extremely

strong incenuves for PHAs to make housmg quality as well vacancy reducuon a top pnonty.
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APPENDIX A: DATA SOURCES

All the data on PHA charactensucs and funding levels used In this analysis were provided
by HUD from their automated InformatIOn systems FIgure Al prOVIdes an overVIew of the
various data sets used to construct a composite data base for analySIS. HUD's FIscal Data Survey
(FDS) prOVIded the master lIst of PublIc and Indian HOUSIng AgenCIes to be Included in the
analysts. In ,addition, the FDS prOVIded what HUD staff conSIder to be the most relIable measure
of each PHA's SIze, explessed In terms of the number of UnIts of low rent public hOUSIng In their
InVentoly. The FDS.covers 3,253 PHAs and IHAs that own low rent publIc housing UnIts.
AccordIng to HUD staff, the only jUnSdICtlOns excluded from the FDS are Alaska, Guam, Puelto
RICO, and the VIrgin Islands. These AgenCIes are typIcally excluded from standardIzed analySIS
of PHA finances, eIther because they are outlIers or because they operate under different ~ubsldy
lUles (or both).

The results of fInanCIal simulatIOns provided In Chapter 3 are stratIfIed to Ieflect
variatlons In outcomes for dIfferent groups of PHAs. All result~ have been stratlfled by PHA
SIze. SpeCIfically, PHAs and IHAs have been clasSIfied Into four gIOUpS, using the standard size
categones routInely reported by HUD. Table A.l reports the number and percent of PHAs III

each size categoly The vast majority of PHAs -- 2,834 or 87 1 pelcent are small -- WIth fewer
than 500 UnIts each. Only 23 (less than 1 percent) are extra large, WIth inventones greatel than
6,500 In between these two extlemes ar'e 131 lar'ge PHAs, WIth between 1,250 and 6,500 UnIts
each, and 265 medium SIzed PHAs, WIth between 500 and 1,249 UnIts each.

In addluon to the four SIze categones, PHAs have been straufied by region, and metro
or non/metro location. These varIables provide an indlcatlon of the geographIc dIstributIOn of
PHAs, and the type of communIty" in which they are located. Table A2 presents the dIstrIbution
of PHAs In the fOUl SIze categories across these descripuve vanables. PHAs from all SIze
categones are dlsu,buted essentIally the same way across geographIc legIons, WIth almost half
of all PHA~ located In the South, Ioughly one quar tel located in the Central regIOn, about 15
percent located In the North, and only about 10 percent located In the West Not surpnsIngly,
the dIstributIOn by metl'opolltan status vanes gleatly by PHA SIze Almost all of the exua lar'ge
PHAs (21 out of 23, or 91 pelcent) are located In metIopolItan aleas, whIle the va~t majOlity of
small PHAs (96 percent) are located III non-metropolItan areas. Large and medium SIzed PHA~

fall between these two extremes, WIth 70 percent of large PHAs and 58 pelcent of medIUm sized
PHAs located in metropolItan areas.

Opeman!? SubSidIes. Data on operatIllg SubSIdIes paid under the PFS were prOVIded by
HUD In a file called SUBSIDY.DAT, extracted from the ROBOTS data base. Actual PFS
payments for Fiscal Year 1989 provide the most current and complete measures of operatIng
subSIdies to indIvidual PHAs. These payments mcorporate after-year-end adjustments, and
Illclude utIlitIes as well as non-uulIty operatIng costs All but ten of the 3,253 PHAs and IHAs
In our UnIverse appear III the SUBSIDY.DAT fue, WIth non-zero values for PFS payments. For
the ten mlssmg cases, operating subSIdy values of zero have been aSSIgned. Table A.3 IepOl ts
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FIGURE A I
PHA PROSPECTIVE PAYMENT SYSTEM DATABASE STRUCTURE

Master PHA Source List File
Source Fiscal Data Survey

N = 3,253

Operatiug Subsidies
Source SubsIdy Oat ,

N = 3,248

"

Modernization Funding
Source Comp Grant. Dat

N = 3,224

,

Vacancies
Source VacmlCles Oat

N = 3,127

Local Costs Adjustments
(R S Me.1fls Index)
Source PFS Da'

PHA HUDBase

Fair Market Rents N = 3,253

Source FMROUT Dat - Abt AssoCIates
N = 3,146 (Excludmg Alaska, Haw<ln

Temtones)

Tenaut Rent Contributious -
Source Rent Oat

N = 2,909

Debt Service
Source PHDebt Oat

N=3,11l

Unit Size Distribution
Source PFS Da'

N = 3,252

STRATIFIERS

Region - Rent Dat & VacancIes Dat

MetrolNon-Metro - FMROUT. Dat I

Vacancy Range - VacancIes Dat I

PHA Resident Characteristics
Source MTCS Dat

N=447
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Extra Large (over 6,500 units)

Large (1,250 - 6,500 units)

Medium (500 - 1,249 umts)

Small (under 500 units)

Total

Table A.1

Public Housing AgencIes by SIZe

Number of PHAs

23

131

265

2,834

3,253

Percent*

0.7%

4,0

8 1

87.1

100.0

"'Percentages do not total 100% due to roundmg
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Table A.2

Dlstributron of PHAs by
RegIOn and Metr·o Status

Extra Large Large Medium Small

REGION
Northeast 5 (21.7%) 40 . (30.5%) 60 (22.6%) 310 (10.9%)
Central 6 (26.1%) 23 (17.6%) 61 (23.0%) 864 (305%)
South 9 (39.1%) 55 (42.0%) 102- (385%) 1,399 (49.4%)
West 3 (13.0%) 13 (99%) 42 (15.9%) 261 (9.2%)

TOTALPHAs 23 131 265 2,834

METRO STATUS
Metro 21
Non-Metro 2

(91.3%)
(8.7%)

92 (70.2%)
39 (29.8%)

155 (58.5%)
110 (41.5%)

123
2,711

(43%)
(95.7%)

TOTAL PHAs 23 131
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Table A.3

Fmal FY 199?Z PFS Operating Subsidies
by,PHA Type and RegIOn

PFS OPERATING
PHA TYPE FUNDS (millions)

Extra Large $1,141
NOitheast 562
South 252
Central 285

West 41

Large $578
Northeast 166
South 244

Central 108
West 61

MedIUm $235

NOltheast 53

South 89

Cennal 60

West 33

Small $305
Northeast 46

South 166

Central 60

West 33

Total PHAs $2,259

Northeast 828

South 750
Central 513

West 167

Note Subtotals do not add up to totals due to roundlllg
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the total level of operating subsIdIes provIded to the PHAs mcIuded m the analysIs, scaled up
to FY 199? terms, as well as the dIstribution of fundmg by PHA SIze.

ModernizatIOn Fundlnf? Values for the levels of modelnlzation fundmg allocated to
PHAs and lHAs under the new Complehenslve Grants PlOglam (CGP) were deJived from data
m a me called COMPGRNT.DAT, extracted from HUD's ComprehensIve Grant Fonnula data
base These data reflect the final share amounts of backlog modernizatIOn fundmg and accrual
fundmg estimated as of July 1992 for every PHA usmg BUD's modemlzatlon needs formula.
A total of 67 agencIes that appeared m the FDS fIle wele mIssing from this fIle. These agencIes
were assIgned a value of zero for modelnlzatlOn fundmg.

CUlTentIy, only PHAs and IHAs wIth more than 500 Units m thelf mventory lU'e elIgIble
to pamclpate in the formula-based CGP, PHAs with 250 to 500 Units lUe scheduled to be
mcorporated mto the system, but smaller PHAs wIll contmue to apply for funding under the
terms of the ClAP proglJUn. Neveltheless, HUD's CGP fOlmula plovldes estlmates of
modermzatlon needs for every PHA and lHA, regardless of SIze, and WIll be used to determme
the total level of modemlzatlon fundmg allocated to small PHA~ Thelefore, we have used the
CGP shlUes to estlmate backlog and accrual funding levels for the umverse of PHAs as a baSIS
for companng the effectS of capltated fundmg altelllatlves

Under CGP, a PHA's modemizatlon funding IS detennmed by applymg Its formula shlU'e
estlmates for backlog and accrual modemlZatlOn to the total national pool of modernlzatlon funds.
Each pamclpating PHA's share of available funds IS determmed by the needs-based fonnula. In
FIscal Year 1992, $2.6 billion was made aVlUlable for publIc housmg- modermzatlon to be
allocated JUnong CGP and ClAP agencIes. After adjustlng for funds allocated to Alaska and the
temtoues, the total FY 1992 fundmg for PHAs in OUI analysis was $204 bIllIon. As mdlcated
elUlier, we have used the CGP fOlmula shlU'es to estimate publIc housing fundmg for all PHAs,
regardless of SIze.

PHAs plU·tlClpatlng m CGP receIve a single annual grant, whIch may be applIed to eIther
backlog or accrual modemlzatlon needs as needed However, modelmzation fonnula shlU'es are
constructed ou the baSIS of a predlctlve analysis that considers these two sOUlces of
modermzatlon needs separately and, accordmg to statute, half of the total fundmg for publIc
housmg modernizatIOn is mtended to address backlog needs, whJ1e half is mtended to address
accrual needs. Therefore, we have constructed estimates of each PHA's accrual modernization
funding allocation and backlog modelTIlzatlon fundmg allocatlon, as well as its total
modermzatlOn funding allocation under the CGP formula. An indIVIdual PHA's accrual fundmg
allocatIOn was calculated by applymg Its accrual fonnula share value to half of the total funding
aVlUlable for publIc housing modermzatlOn at the national level. Correspondmgly, a PHA's
backlog funding allocatlon was calculated by applying ItS backlog formula shale value to half of
the total fundmg aVlUlable for public housmg modemlzatlon at the national level. Table Ao4
repOI ts the total level of modernlzatlon fundmg provided to the PHAs mcIuded m the analySIS
in FY 1992, as well as the dlstl'ibution of fundmg by PHA SIZe. As noted earlIer, not every PHA
IS represented among the 3,253 mcluded in our analysis. Therefore, the sum of modelllization

118



Table AA

Final FY 1992 PHA Modenuzatron Funds
by PHA Type and RegIOn

MODERNizAnON
PHA TYPE FUNDS (millions)

Extra Large $989

NOltheast 523

South 182

Central 231

West 53

Lllige $544

Northeast 153

South 207

Central 105

West 80

MedIUm $327

Northeast 71

South 114

Central 77

West 65

Small $545

Northeast 91

South ,256

Central 133

West 65

Total PHAs 3>2,404

NOltheast 838

South 758

Central 546

West 263

Note Subtotals do not add up to totals due to roundmg
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fundmg across analysIs PHAs falls short of the total fundmg available, and the overall allocat1on
between backlog and accrual modernlzat1on diverges shghtly from a fifty-fifty spht. SpeCIfIcally,
the PHAs m our analysis sample account for a total of $2.4 bJllion m modemlzat1on
approximately $1.2 btihon attributable to accrual needs' and $1 2 bJlhon to backlog needs.

Vacancies. A key factor for Slmulat1ng the Impacts of capitated fundmg alternatIves IS
clearly the number (or share) of Unlt~ that are ~acapt at any PHA or IHA. Ideally, one would
base a capltated funding system on a PHA's total occupIed unit months, not on a simple
occupancy rate calculated at a single pomt m t1me. To Illustrate, a unit occupIed for II months
out of a year should receIve 11/12 of the fU\1ding prOVided to a Unit that IS occupIed for.a full
year. Unfortunately, rehable data on occupIed unit months were not avatlable for the umverse
of PHAs and IHAs. Therefclre, the analysIs IS limited to more baSIC estimates of PHA-wlde
vacancy rates.

,
Data on vacancies were plOvlded by HUD m a file called VACANCY.DAT, whICh was

extracted flOm the FORMS data base. This file specifIcally reports the total number of vacant
umts recorded between 1989 and the summer of 1991. Unlt~ that were vacant at the time of the
count were included regardless of the reason for vacancy; so, for example, units m a bUlldmg
about to undergo substantial modemlzat1on would be mcluded m the vacancy count. Vacancy
rates are calculated as the Jatio of vacant units to total Units, and the number of households
served by a PHA IS calculated as the total numbel of umts minus the number of vacant umts.
We IdentIfied 145 agencies that were included m the FDS fJle but mlssmg from the VACANCY
ftie. For these agencIes, a vacancy rate was Imputed by assIgning the avelage vacancy rate for
agencies m the same sIze category and regIOn.

Table A.5 reports the dIstribution of PHAs by vacancy rate and PHA sIze category. Extra
large PHAs are the most likely to expenence hIgh vacancy rates, whtle most small PHAs have
substantIally lowel vacancy rates SpeCIfICally, only 4 of the 23 extra large PHAs (17 percent)
have vacancy rates under 6 percent; almost half have vacancy rates above 15 percent, and 4 (17
percent) are more than 30 percent vacant. In contrast, 43 pelcent of small PHAs have vacancy
lates under 6 percent, and only II pelcent have mOle than 15 pelcent of theIr umts vacant
Among large and medIUm sized PHAs, about half have vacancy rates under 6 pelcent, and 9 to
16 percent have more than 15 percent of thelf units vacant.

Note that we have not made a dlStlnCt10n between sholt-term versus long-telm vacanCIes,
between mdividual umts vacant in bUlldmgs that are otherwIse occupIed versus boarded up
buildings, or between habitable vacancies versus vacancies that are await1ng modemlzat1on All
of these dlstmct10ns are of course Impol tant to the actual outcome of a capltated fundmg system,
but complete data on the charactenst1cs and leasons for vacancIes are not available. Therefore,
vacancy rates used m this report represent the share of all units in a PHA's mventory that were
vacant for any reason.

Local Cost Adjustments. DIfferences in local cost levels for indIVIdual PHAs ale reflected
by the R S. Means Index, whIch measUles temporal and cross-sect1onal variations m constfuct1on

120



Table A.5

DIstribution of PHAs by
VacancIes

Extra Large Large Medium Small
,

VACANCY RATE
0-5% 4 (17.4) 63 (4lU) 143 (54.0) 1,214 (428)

6 - 10% 4 (17.4) 33 (25.2) 77 (29.1) , 819 (28.9)

II - 15% 5 (21.7) 14 . (l0.7) 20 (7.5) ,490 (17.3)

16 - 20% 4 (17.4) 12 (9 2) 12 (4.5) 107 (3.8)

21 - 30% 2 (8.7) 7 (5.3) 10 (3.8) ll8 (4.2)

31% + 4 (17.4) 2 (1.5) 3 (Ll) 86 (3.0)

TOTALPHAs 23 131 265 2,834
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costs. ThIS Index is u~ed by HUD In computIng modermzation fundIng needs under the CGP
formula An alternatIve cost adjustment varIable was also considered for thIS analysIs.
SpecIfIcally, HUD uses the local government wage Index produced by the Bureau of Labor
StatIstIcs to adjust operating subsIdy estImates under the PFS.

Fazr Market Rents. Local Farr Market Rent (FMR) values for varIOus sized umtg wele
!Inked to PHA Identifiers by Abt AssocIates SpecIfICally, for each PHA, the Abt file plOvided
1990 values of FMRs for efficIency umts, one-bedroom umt~, two-bedroom umt~, three-bedroom
umts, and four or more bedroom umts.

Tenant Rent Contrzbutzons. Data on rents charged to publIc housmg resident~ were
provided by HUD In a fIle called RENT.DAT, extracted from the SORES data base. These data
reflect actual rent charges for FIscal Year 1989, and provide the best aVaIlable measure of
potentIal PHA revenue from tenant rent contrIbutIOns. Unfortunately, 356 of the 3,253 agencies
that appear in the FDS file are missing from the RENT file It was not considered plausible to
assIgn all of these cases a tenant rent value of zero, nor was It acceptable to drop 356 cases from
the fInancIal analysIs. Therefore, tenant rent chaI'ges were Imputed for cases In whIch these data
were mls~mg. SpeCIfIcally, agencIes wIth missIng tenant rent payments were aSSIgned the
average per umt rent value for agencies in the same size category and regIon.

Debt Servzce. Data on the Imputed value annual payment~ for the retirement of publIc
hOUSIng debt wele provIded by HUD In a fIle called PHDEBT.DAT, whIch was prepared for a
HUD analysIs of public housing rent levels Although HUD no longer makes payments under
the Annual ContrIbutIons Contractg (ACCs), these Imputed debt servIce values leflect HUD's best
estimates of what the federal government would be paYIng on debt servIce on all debt illcun'ed
through 1988. The true Imputed cost to the federal government of public' hOUSIng debt servIce
IS actually somewhat higher than these estImates, due to capItal cost~ incurred SInce 1988.

Unzt Szze Dzstrzbutzon Data on the dIstrIbution of publIc housing umts by umt size
(number of b~drooms), wele proVIded by HUD In a file called PFS.DAT, whIch was extracted
from the Comprehensive Grant Formula data base. For each PHA, these data repOlt the percent
of umts that have more than three bedrooms and the percent of umt~ that have more than two
bedrooms. Usmg these vanables, we calculated the number of units WIth three or more
bedrooms, the number of two bedroom umts, and the number of effICIency aIld one-bedroom
umtg.

Resident Characterlstzcs zn Public Houszng A/?enczes. For a subset of PHAs, data op
lesldent chaIactenstIcs were extIacted from HUD's Multifamily Tenant Charactenstlcs System
(MTCS). This data base provides Information at the IndIVIdual household and project level, and
lesldent attI1butes were aggregated to the PHA level by HUD staff SpecIfIcally, estImates of
avelage household size, average household Income, shme of households headed by a SIngle
mother, and share of households on welfare were proVIded for all PHAs with greater than 500
umts. Small PHAs are not illcluded ill the MTCS data base.
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APPENDIX B: COMPUTATION OF PAYMENTS
UNDER ALTERNATIVE FORMULAS

Base Case Funding Levels

1. FOI each PHA, apply the ratJo of the FY 1992 Performance Fundmg System (PFS) total ovei
the FY 1989 total, to each agencies' formula payment m FY 1989

2. For each PHA, apply the Compiehensive Orant Program (COP) formula share~ to the total
FY 1992 pool of COP fundmg to detenmne the PHA's allocatJon for backlog and acclUal
moderruzatJon needs.

a. Total 1992 fundmg for public housmg mode1UizatlOn under COP and ClAP is $2.6
billion, $24 of wm«h was allocated to agencies m our analysis.

b. Accordmg to statute, half of the total modermzation fundmg is f01 accrual needs
and half is for backlog needs

c. A PHA's accrual modeimzatJon fundmg is computed as accrual share tJmes half
of total modermzatJon funding available

d. A PHA's backlog modermzation fundmg is computed as backlog share times half
of total modernizatJon fundmg avatlable.

e. A PHA's total modernization funding is computed as backlog fundmg plus accrual
funding

3. For each PHA, add 1992 operaqng funding plus total 1992 modernization fundmg to atnve
at base case fundmg level '

',I

4. For each PHA, diVide by the total numbei of umts to yield current average per unit fundmg
levels.

Formula AI. Total Cunent Pool of OperatJng and Mod Funds Allocated Equally Across
Occupied Umt~

1. Sum across all PHAs to arrive at a total 1992 pool of operating and mode1UizatJon funds

2. Sum across all PHAs to arrive at the aggreg~te 'number of households served (occupied umts).

3 DiVide the total 1992 pool of operatJng and modermzatJon fundmg by the aggregate number
of households served to yield a constant payment level per household.
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4. For each PHi,\, muloply the per household payment level t1mes the number of households
served (occupIed units) to yIeld the fOlmula Al payment .

5. For each PHA, divide the formula Al payment by the total number of umts (occupIed or
vacant) to yIeld average per unit funding under the formula.

,
Formula A2' Current Pool of Operaong Funds plus AcclUal Pomon of Mod Funding Allocated
Equally Across OCCUpIed Umts; Backlog Portion of Mod Fundmg Allocated by COP Formula

.
1 Sum across all PHAs to mrive at a total 1992 pool of operatmg funds plus the acclUal portion
of modemization funds

2. DIvide the total 1992 pool of operaung and accrual modemIzation fundmg by the aggregate
number of households served (from Formula AI), to yIeld a constant payment level per
household.

3. For each PHA, multiply the per household payment level tImes the number of households
served (occupIed units), to yIeld the capitated portIOn of the formula A2 payment.

4. For each PHA, add the backlog poroon of cunent modermzation funding (calculated under
the COP formula) to' the capltated 'payment to yIeld the total fOlmula A2 payment. .

5 For each PHA, dIvIde the formula A2 payment by the total number of units (occupIed or
vacant) to yIeld average per umt funding under the formula

, ,
Formula A3: Current Pool of OperatIng Funds Allocated Equally Across
Modermzaoon Fundmg Allocated by COP Formula

1. Sum across all PHAs to mrive at a total 1992 pO,ol of operating funds.

Occupied Umts;

2. DIvIde the total 1992 pool of operatmg funding by the aggregate number of households served
(flOm Formula AI), to yield a constant payment level per household.

3 For each PHA, multiply the per household payment level times the number of households
served (occupiyd units), to yIeld the capItated portion of the formula A3 payment.

4 For each PHA, add modernizatIOn fundmg (calculated under the COP formula) to the
capltated payment to yIeld the total formula A,3,gayment.

5 For each PHA, divIde the fOlmula A3 pay~ent by the total numbel of units (occupIed or
vacant) to yIeld average per umt funding under the formula.
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Formula B1: Total Current Pool'of Operatmg and Mod Funds Allocated Among Occupied Units,
With Payment Adjusted by Local R.S. Means Index .

1. Normalize the values of the R.S. Means Index so that the average across PHAs (weighted by
number of occupied umts) IS 1.0. '

a. Calculate the average of R.S. Means Index values across PHAs, where each
PHA's Index is weighted by the number of occupied umts.

b. For each PHA, diVide the raw Index value by the weighted average value to yield
a normalized mdex value. .

2. For each PHA, mUltiply the capltated payment calculated undel FOlmula Al by the
normalized mdex value to yield the Formula B1 payment.

3 For each PHA, divide the Formula Bl payment by the total number of umt~ (occupied or
vacant) to yield average per umt funding under the formula.

Formula B2: Current Pool of Operating Funds plus Accrual Portion of Mod Fundmg Allocated
Among OccuQled Umts, With Payment Adjusted by Local R.S Means Index, Backlog Portion of
Mod Fundmg Allocated by COP Formula

1. For each PHA, mUltiply the capltated payment calculated 'under Formula A2 by the
normaItzed R.S. Means Index value to yield the capltated pOl tio'n of the Formula B2 payment

2. For each PHA, add the backlog portion of current modemlzatlon ~unding (calculated undel
the COP formula) to the capltated payment 'to yield the total formula B2· payment.

3. For each PHA, divide the Formula B2 payment by the total number of umts (occupied or
vacant) to yield average per umt funding under the formula

Formula B3: Cunent Pool of Operating Funds Allocated Among OccuQled Umts, With Payment
AdJusted by Local R S Means Index, Modemlzatlon Fundmg Allocated by COP Formula

1. For each PHA, multiply the capltated payment calculated under Formula A3 by tile
normalized R.S Means Index value to yield the capitated portion of the Formula B3 payment

2. For each PHA, add current modelmzatlorr fundmg (calculated under the COP fOlmula) to the
capitated payment to Yield the total formula B3 payment.

3. For each PHA, divide the Formula B3 payment by the iotal number of umts (occupied or
vacant) to yield average per umt fundmg undel the fOlmula.
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Formula CI: FMR-based Payment Replaces all Cunent Operat1Og and Modernization Funds

I. For each PHA, inflate 1990 FMR values to yield 1992 values, us10g an average annual
tnfIation rate of 3.7 percent. '

2. For each PHA, 10flate 1989 values of tenant rent payments to yield 1992 values, using an
average annual inflatIOn rate of 3.7 percent. .

3. For each PHA, calculate total FMR-based rent revenue by multiply10g the number of occupied
UOltS in each unit size category times the applicable FMR.

a. Estimate the number of occupied UOlts in each size category by'multlply1Og the
total number of UOlts greater than three bedroom, two bedroom, and effiCiency/one
bedroom times the share of all UOlts that are occupied.,

b. Multlply the number of occupied UOlts 10 each size category by the FMR for that
Size category.

c. Sum across Size categOlies to yield total FMR-based lent levenue for the PHA.

4 For each PHA, calculate the federal FMR-based payment by subtlactlng 1992 tenant lent
contl1butIOns and Imputed debt sel vice.

5. For each PHA, add 7 percent to the total estimated FMR-based revenue to reflect
admimstnitive fees.

6 For each PHA, tlus FMR-based payment represents the total Formula Cl payment.

7. For each PHA, dlVlde the Formula Cl payment by the total number of UOltS (occupied or
vacant) to yield average per unit fund10g under the fonnula.

Foimula C2: FMR-based Payment Replaces Current Opelatlng Fund10g plus Accrual Portion of
Mod Funding; Backlog Portion of Mod Funding Allocated by CGP Formula

I.' For each PHA, add the backlog portlon of cUlTent modernlzatlon funding (calculated under
the CGP fonnula) to the FMR-based payment calculated under Formula Cl to yield the total
Formula C2 payment

2. For each PHA, divide the Formula C2 payment by the total number of UOlts (occupied or
vacant) to yield average per UOlt fund10g under the fOlmula
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Formula C3. FMR-based Payment Replaces Current Operating Funding; ModernIzation Funding
Allocated by COP Formula

1. For each PHA, add cunent modernizatIOn fundmg (calculated under the COP formula) to the
FMR-based payment calculated under Formula CI to yIeld the total Formula C3 payment.

2. For each PHA, divide the Formula C3 payment by the total number of umts (occupIed or
vacant) to yield average per unit funding under the formula.

Simulating Future Payment Levels: Base Case

1. For each PHA, fedeial payment~ for both opeIatmg and modemization costs are assumed to
mcrease due to mflation at an annual rate of 3.7 percent.

a For the l-yem scenmio, increase federal payment~ to each PHA by a factor of
1.037.

b. For the 5-yem scenmio, inCIease federal payment~ to each PHA by a factol of
1.0375

•

Slfllulatmg Future Payment Levels: Capitated Payments

(Note: Formula C2 IS the basis for simulatmg the future effect~ of a capitated payment system
ThIS IS the formula m whIch an FMR-based payment replaces current operatmg funding plus the
acclUal portion of modernIzation fundmg, while the backlog portIOn of modermzatIon funding
I~ allocated by COP formula).

1. For each PHA, inflate 1992 values of backlog modemizatIon funds, usmg an avelage annual
mflatIon rate of 3 7 pelcent

a For the l-yem scenm'IO, mCIea~e backlog modemization fundmg by a factor of
1037<

b. For the 5-yem' scenano, mcrease backlog modemizatIOn fundmg by a factcll of
1.0375

•

2. FOl each PHA, inflate 1992 FMR values, usmg an avelage annual inflatIOn rate of 37 percent

a. For the l-yem' scenario, mCIease FMRs by a factor of 1.037.

b. For the 5-yem' scenano, mClease FMRs by a factor of 1.0375
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3. For each PHA, calculate an average (per household) tenant rent payment, and mflate usmg
an average annual mflatlOn rate of 3.7 percent. '.J' •

a Average tenant rent payment IS calculated as total tenant lent divIded by total
occupied umts. . ';,

'I

b. For the I-year scenario. mcreaseJ average tenant payment by a factor of 1.037.

c For the 5-year scenano, increase 'average tenant payment by a factor of 1.0375•

4. FOl each PHA, constmct estImated number of occupIed umts after one year under a capltated
system.

a. For PHAs wIth vacancy rates under 6 'percent, number of occupied umts IS
unchanged.

b. For PHAs WIth vacancy rates between 6 and 10 percent, vacancy rate IS reduced
by 5 percentage pomts, to yield the predIcted number of occupIed umts.

c. For PHAs wIth vacancy rates between II and 30 percent, vacancy rate is reduced
by 2 percentage pomt~, .to yIeld the pledlcted number of occupIed units..

, ,

d. For PHAs with vacancy Iates over 30 percent, vacancy rate IS multIplIed by a
factor of 0.9525 to yield the predicted number of occupIed umts.

"
5. For each PHA, construct estImated number of occupIed umts after fIve years under a capltated
system.

a. For PHAs with vacancy rates undel 6 percent, number. of occupIed umts is
unchanged.

b For PHAs wIth vacancy rates between 6 and 10 pelcent, vacancy late IS Ieduced
by 5 percentage pomts, to yIeld the predIcted number of occupIed umt~.

c. For PHAs wIth vacancy rates between II and 30 percent, vacancy rate IS reduced
by 10 percentage pomts, to yIeld the predIcted number of occupIed umts.

d For PHAs wIth vacancy rates over 30 percent, vacancy rate IS multIplIed by a
factor of 0.2375 to yield the predIcted number of occupied umts.
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6. For each PHA, calculate total FMR-based rent revenue after one year and after five years by
multiplying the predicted number of occupied umts (after one year and fIve years) tJmes the share
of umts in each SIze category tJmes the applicable FMRs (inflated to one year and five yems).

a EstJmate the number of occupied units m each SIze category by multJplymg the
share of units gleater than three bedroom, two bedroom, and effIciency/one
bedroom tJmes the estimated number of occupIed units after one year.

b Multiply the number of occupIed umt~ m each sIze category by the FMR for that
size categOly

c. Sum across SIze categones to yield total FMR-based lent revenue for the PHA

1. For each PHA, calculate tenant rent payments after one year and aftel fIVe years by
multiplying the average per household rent payment (mflated to one year and fIve years) by the
estimated number of occupied units (after one year and after five years).

8. For each PHA, calculate the federal FMR-based payment by subtlactlng 1992 tenant rent
contributions and lffiputed debt servIce.

9. For each PHA, add 7 percent to the total estimated FMR-based revenue to leflect
admmlstrative fees.

10 For each PHA, add the backlog portion of current modermzation fundmg (calculated under
the COP fOITUula) to the FMR-based payment to yIeld the total federal payment after one year
and after five years.

11. For each PHA, dIVIde the one year and fIve year payments by the total number of umts
(occupIed or vacant) to yield average per unit fundmg.
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